BEFORE JAMES A. DODRILL, INSURANCE COMMISSIONER
OF THE STATE OF WEST VIRGINIA

In the Matter of:

WEST VIRGINIA ESSENTIAL PROPERTY INSURANCE
ASSOCIATION, NPN#19397186

ADMINISTRATIVE PROCEEDING NO. 20-AP-FINCON-02006

AGREED ORDER ADOPTING REPORT OF FINANCIAL EXAMINATION
AND DIRECTING ACTION

COMES NOW James A. Dodrill, Insurance Commissioner of the State of West Virginia
(hereinafter the “Insurance Commissioner”), and issues this Order which adopts the Report of
Financial Examination as of December 31, 2018, of WEST VIRGINIA ESSENTIAL
PROPERTY INSURANCE ASSOCIATION (hereinafter referred to as “Association”) based
upon the following findings, to-wit:

JURISDICTION & FINDINGS OF FACT

1. The Insurance Commissioner is charged with the duty of administering and
enforcing the provisions of Chapter 33 of the West Virginia Code of 1931, as amended.

2. The Association is a nonprofit unincorporated legal entity established by the
Commissioner to make certain insurance coverages available to persons who are not able to secure
such insurance in the voluntary insurance market. Participation as members in the Association is
required of all insurers doing the kinds of insurance business in the state covered by the Association.
The Association is organized pursuant to provisions of Chapter 33, Article 20A of the West Virginia
Code.

3. The Association was established upon approval of the Plan of Operation, which is
promulgated as an administrative regulation pursuant to the requirements of . Va. Code §33-20A-

3(b), effective October 16, 1986. The Association commenced business on November 1, 1986.



4. An examination of the financial condition and operational affairs of the
Association, for the period beginning January 1, 2014, and ending December 31, 2018, was
conducted by the Insurance Commissioner in accordance with Code §33-2-9(c).

5. On May 4, 2020, the examiner filed a Report of Financial Examination with the
Insurance Commissioner pursuant to Code § 33-2-9()(2). A copy of the Report of Financial
Examination is attached hereto as Exhibit A and incorporated herein as if set forth in full.

6. On or about May 6, 2020, a true and accurate copy of the Report of Financial
Examination was mailed to the Association via certified mail. A copy of the letter dated May 5,
2020, which accompanied the Report is attached hereto as Exhibit B.

7. Pursuant to Code § 33-2-9(j)(2), the Association was notified and afforded a
period of thirty (30) days after receipt of the Report of Financial Examination within which to
make a submission, rebuttal, or objection concerning any matter contained in the report.

8. By letter dated May 14, 2020, management of the Association indicated that they
had reviewed the Report of Financial Examination and concurred with the findings of the
examination. A copy of the Association’s letter of May 14, 2020, is attached hereto as Exhibit
C.

CONCLUSIONS OF LAW

1. Code § 33-2-9(j)(2) provides that no later than sixty (60) days following
completion of the examination, the examiner in charge shall file with the Insurance
Commissioner a verified, written Report of Financial Examination under oath and upon receipt
of the verified report, the Insurance Commissioner shall transmit the Report of Financial
Examination to the Association with a notice that shall afford the Association a reasonable

opportunity of not more than thirty (30) days, to make a written submission or rebuttal.



2. Code § 33-2-9(j)(3) provides that within thirty (30) days of the end of the period
allowed for the receipt of written submissions or rebuttals the Insurance Commissioner shall
fully consider and review the Report of Financial Examination, together with any written
submissions or rebuttals and shall enter an order adopting the Report of Financial Examination as
filed or with modifications or corrections, enter an order rejecting the Report of Financial
Examination with directions to the examiners to reopen the examination or call for an
investigatory hearing.

ORDER

It is, therefore, ORDERED as follows:

1. The Report of Financial Examination of the Association attached hereto as
Exhibit A, is hereby ADOPTED and APPROVED by the Insurance Commissioner.

2. A copy of this Agreed Order Adopting Report of Financial Examination and

Directing Action and the Report of Financial Examination shall be mailed to the Association via

certified mail, return receipt requested, upon entry by the Insurance Commissioner.

3. The Association shall file with the Insurance Commissioner, within thirty (30)
days of the issuance of this Agreed Order, affidavits executed by each of its directors stating
under oath that they have received a copy of the Report of Financial Examination and a copy of

this Agreed Order Adopting Report of Financial Examination and Directing Action in
accordance with Code § 33-2-9(j)(4).

4, The Association shall take whatever actions are required to comply with the
recommendations set forth in the Report of Financial Examination, if any, and shall demonstrate
compliance to the satisfaction of the Insurance Commissioner, if necessary.

5. The Association waives its rights to any notice, administrative hearing or appeal

therefrom for the actions taken by the Insurance Commissioner in issuing this Agreed Order



Adopting Report of Financial Examination and Directing Action. The Association reserves its

rights to notice, administrative hearing or appeal for-any future enforcement actions taken by the
Commissioner that might result from this Agreed Order, if any.
6. This matter is dismissed from the administrative docket of the Insurance

Commissioner.

ENTERED this 20 * day of

THE PARTIES DO SO AGREE:

OFFICES OF THE INSURANCE COMMISSIONER
STATE OF WEST VIRGINIA

By: ,’4 i ‘il LZ (/—/
Gregory A. Elaf, Associate General Counsel

Date: 7! l‘-—: \\ 70}0

WEST VIRGINIA ESSENTIAL PROPERTY INSURANCE ASSOCIATION

BY:  JOHN M. OGLE, GPCU
[PrintNamc@i
Signed: 7 kb@/

Its: PRESIDENT

Dated: _ JuLY 13, 2020
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SALUTATION

May 4, 2020
Philadelphia, Pennsylvania

The Honorable James A. Dodrill

West Virginia Insurance Commissioner
900 Pennsylvania Ave.

Charleston, West Virginia 25302

Pursuant to the authority vested in the West Virginia Offices of the Insurance Commissioner
(“WVOIC™), as well as rules, regulations and procedures promulgated by the National Association
of Insurance Commissioners (“NAIC™), an examination has been made of the administrative
affairs, books, records, and financial condition of:

West Virginia Essential Property Insurance Association
190 N. Independence Mall West, Suite 301
Philadelphia, PA 19106

hereinafter referred to as the “Association™. The following Report of Examination is respectfully
submitted.

West Virginia Offices of the Insurance Commissioner



SCOPE OF EXAMINATION

The examiners have performed a financial examination of the Association, which was performed
as part of a multi-state, full-scope, coordinated examination of the Fair Access to Insurance
Requirements (FAIR) Plans of Pennsylvania, Delaware and West Virginia, with the
Commonwealth of Pennsylvania serving as the lead state. The examination commenced on
November 18, 2019 pursuant to W.Va. Code §33-2-9(a), as amended, and covers the five-year
period from January 1, 2014 through December 31, 2018.

The purpose of this examination is to assess the financial condition of the Association and set forth
findings of fact (together with citations of pertinent laws, regulations and rules) with regard to any

material adverse findings disclosed by the examination.

The general procedures of the examination followed rules and standards as set forth in the NAIC
Financial Condition Examiners Handbook (“Handbook™) and West Virginia Laws, Regulations,
and Directives of the WVOIC. The examination was conducted to evaluate the financial condition
and identify prospective risks of the Association by obtaining information about the Association
including corporate governance, identifying and assessing inherent risk within the Association and
evaluating system controls and procedures used to mitigate those risks. In addition, the principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation, management’s compliance with Statements of Statutory Accounting

Principles (“SSAP”) and annual statement instructions were assessed.

All accounts and activities of thc Association were considered in accordance with the risk-focused
examination process. Accordingly, planning materiality and tolerablc error thresholds were based
on professional judgment after considering the nature of the business written by the Association,

operating results, and the Association’s financial position as of December 31, 2018.
The report is presented on an exception basis. It is designed to set forth the facts with regard to

any material adverse findings disclosed during the examination. If necessary, comments and

recommendations have been made in those areas in need of correction or improvement. In such
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cases, these matters were discussed with responsible Association officials during the course of the

examination.

SUMMARY OF SIGNIFICANT FINDINGS

There are no significant findings as a result of this examination.

HISTORY

The Association is a not for profit unincorporated legal entity established by the Commissioner
to make available insurance coverages to persons who are not able to secure such insurance in the
voluntary insurance market. Participation as members in the Association is required of all
insurers doing the kinds of insurance business in the state covered by the Association. The
Association is organized pursuant to provisions of Chapter 33, Article 20A of the West Virginia
Code.

The Association was established upon approval of the Plan of Operation, which was promulgated
as an administrative regulation pursuant to the requirements of W. Va. Code §33-20A-3(b),

effective October 16, 1986. The Association commenced business on November 1, 1986.

MANAGEMENT AND CONTROL

MEMBERS

The members of the Association shall be bound by the Plans of Organization and Operation, and
every such insurer shall remain a member of the Association as a condition of its authority to
transact essential property insurance business within the State of West Virginia. There shall be an

annual meeting of members on a date fixed by the Board of Directors (“Board”).
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BOARD OF DIRECTORS

The administrative powers of the Association are vested in the Board under the general supervision
of the Commissioner. The Board is appointed by the Commissioner and consists of not less than
five nor more than nine directors, in compliance with Section 4 of the Association’s Plan of
Operation and W. Va. Code §33-20A-4(a). The individuals serving as members of the Board on

December 31, 2018 were as follows:

Name and Address Business Affiliation Board Member Since
David V. Freeman, Chairman Erie Insurance Group 2003

Erie, Pennsylvania

Noel Patterson, Vice Chairman Allstate Insurance Company 2013
Chantilly, Virginia
Tim Dyer Dyer Insurance Group 2015

Clarksburg, West Virginia

Bob Messier State Farm Insurance Companies 2016
Charlottesville, Virginia

Nick Piekarski Westfield Companies 2016
Westfield Center, Ohio
Foster L. Sirbaugh, Jr. Farmers and Mechanics Insurance 2015
Martinsburg, West Virginia Cos
Sabrina Wang Nationwide Insurance 2018
Grandview Heights, Ohio

OFFICERS

Regular and special meetings of the Board shall be held as often as may be required to perform the
general duties of administration. The Board may appoint and arrange for the compensation of a
Manager or President and such other employees as the Board may designate. A President was
appointed by the Board annually, and serving as of December 31, 2018, was as follows:

Name Title

John M. Ogle President and Secretary

4
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The following individuals were appointed to serve in a managerial capacity at the Association as of

the examination date, December 31, 2018:

Name Title

RoseMarie McDonald Accounting Manger

Patrick J. Murphy Claims Manager

Ricardo Pitti Information Systems Manager

Paul Smolinsky Underwriting Manager
COMMITTEES

The Chairman may appoint or the Board may elect such Standing Committees or such temporary or
Special Committees as may be deemed necessary for the transaction of the Board’s business. At

December 31, 2018, the Company had no Board committees established.

AGREEMENTS

The Association is not party to an insurance holding company system. However, the Association
utilizes and shares services with the Insurance Placement Facility of Pennsylvania (“PA FAIR Plan™)
and the Insurance Placement Facility of Delaware (“DE FAIR Plan”), which are provided by
common management and employees. Therefore, the entities are considered related parties in
accordance with the guidance included in paragraph 3 of SSAP No. 25 — Affiliates and Other Related

Parties.

Management and Administrative Services Agreement

The Association entered into an agreement with the PA FAIR Plan for shared costs and services.
During the examination period, the agreement was amended to include more descriptive language
of the computation utilized for the equitable distribution of expenses between the parties under
agreement, effective April 26, 2017. Under the terms of the agreement, the PA FAIR Plan furnishes
such management and administrative personnel, services and facilities as may be required by the
Association for the proper conduct of its affairs. The Association reimburses the PA FAIR Plan for

its portion of the total operating costs as follows: 1) all direct operating costs shall be allocated to

S
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the incurring association; 2) unallocated claim costs shall be apportioned on a pro rata basis; and 3)
all other operating costs shall be apportioned on a pro rata basis. The PA FAIR Plan paid $438,928

on behalf of the Association in 2018.

TERRITORY AND PLAN OF OPERATION

The Association provides basic property insurance against fire and other perils for residential and
business properties located in the State of West Virginia to those persons who are unable to secure
such insurance in the voluntary insurance market. All member companies doing the kinds of
insurance business in West Virginia covered by the Association shall participate in the profits and

losses of the Association on a proportional basis.

FINANCIAL STATEMENTS

The following financial statements are based on the statutory financial statements filed by the
Company with the WVOIC and present the financial condition of the Company for the period
ending December 31, 2018. The accompanying comments on financial statements reflect any
examination adjustments to the amounts reported in the annual statement and should be considered

an integral part of the financial statements.
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STATEMENT OF ASSETS

DECEMBER 31, 2018

Assets  Non-Admitted Admitted Assets
Cash and cash equivalents $663,817 $663,817
Subtotals $663,817 $663,817

Uncollected premiums and

agents’ balances in the
course of collection 6,306 1,270 5,036
Total Assets $670,123 1,270 $668,853
7
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STATEMENT OF LIABILITIES, SURPLUS AND OTHER FUNDS

DECEMBER 31, 2018

Losses $41,600
Loss adjustment expenses 11,544
Other expenses 7,361
Taxes, licenses and fees 4,017
Unearned premiums 134,809
Advance premium 14,873

Amounts withheld or retained by
company for account of others 1,083
Drafts outstanding 22,430
Post-retirement benefits 87,069
Pension 44,854
Total Liabilities $369,640
Unassigned funds (surplus) 299,213
Surplus as regards policyholders 299,213
TOTAL $668,853
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STATEMENT OF INCOME
DECEMBER 31, 2018

Premiums earned $281,437
Losses incurred 245,490
Loss adjustment expenses 79,791
Other underwriting expenses 175,728
Total underwriting deductions 501,009
Net underwriting loss ($219,572)
Net investment income earned 1,677
Net investment gain $1,677
Net loss from agents’ or premium balances

charged off (2,870)
Aggregate write-ins for miscellaneous

income 237
Total other income (52,633)
Net income, after dividends to

policyholders and before all other income

taxes (220,528)
Net Income (Loss) (8220,528)
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RECONCILIATION OF SURPLUS

DECEMBER 31, 2018

Surplus as of 12/31/2013 $480,271
Net loss (14,702)
Change in pension and post-retirement benefits

liability (52,007)
Distributions/assessments charged-off 23,771
Change in nonadmitted assets (2,373)
Change in surplus as regards to policyholders (45,311)
Surplus at December 31, 2014 $434,960
Net loss (11,460)
Change in pension and post-retirement benefits

liability (34,486)
Distributions/assessments charged-off 4,175
Change in nonadmitted assets 845
Change in surplus as regards to policyholders (40,926)
Surplus at December 31, 2015 $394,034
Net income 8,820
Changc in pension and post-rctirement bencfits

liability 27,758
Distributions/assessments charged-off 0
Change in nonadmitted assets 1,647
Change in surplus as regards to policyholders 38,225
Surplus at December 31, 2016 $432,259
Net income 35,304
Change in pension and post-retirement benefits

liability 43,522
Distributions/assessments charged-off (12,040)
Change in nonadmitted assets (5,249)
Change in surplus as regards to policyholders 61,537
Surplus at December 31, 2017 $493,796
Net loss (220,528)
Change in pension and post-retirement benefits

liability 8,951
Distributions/assessments charged-off 12,436
Change in nonadmitted assets 4,558
Change in surplus as regards to policyholders (194,583)
Surplus at December 31, 2018 $299,213
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SUMMARY OF EXAMINATION CHANGES

There were no adjustments to the financial statements as a result of the examination.

SUBSEQUENT EVENTS

David Freeman was replaced on the Board following his retirement from Erie Insurance Group,
effective November 22, 2019, by Dea Dauson, Erie Insurance Group. Additionally, Nick Piekarski
was named interim Chairman of the Board, replacing David Freeman, and Foster Sirbaugh was
named Vice Chairman, replacing Noel Patterson. Effective April 24, 2020, Brian Taylor from
Municipal Mutual Insurance Company replaced Tim Dyer on the Board. following Mr. Dyer’s

retirement.

RoseMarie McDonald and Paul Smolinsky were replaced following their retirements during 2019,

by Joseph L. Budka, Jr. and Susan A. Erney-Gleason, respectively.

Beginning in December 2019 in China and progressing to the United States in March 2020, the
coronavirus (SARS-CoV-2) also known as COVID-19 reached pandemic status on March 11, 2020
per the World Health Organization (WHO). In efforts to slow the spread of COVID-19, the Federal
Government along with various state governments and local municipalities have strongly
encouraged and/or mandated work, school and travel restrictions along with mass “non-essential”
business shutdowns. These actions have brought the US economy to at or near a grinding halt. As
a result, the US Stock Market has experienced significant deterioration. At the exam report date,
the extent of short and long-term detrimental impact to insurers as well as the US and global

economy as a whole, remains unknown.

SUMMARY OF EXAMINATION RECOMMENDATIONS

There were no findings or recommendations as a result of the examination.

11

West Virginia Offices of the Insurance Commissioner




ACKNOWLEDGEMENT AND SIGNATURE

This is to certify that the undersigned is a duly qualified Examiner appointed by the West Virginia

Offices of the Insurance Commissioner.

The examination was performed in accordance with those procedures authorized by the NAIC
Financial Condition Examiner’s Handbook and other procedures appropriate for this examination.
The attached report of examination is a true and complete report of financial condition of West
Virginia Essential Property Insurance Association as of December 31, 2018 as determined by this

examination.

Respectfully Submitted,

Andy Jennings, CFE, ARM
Examiner-in-Charge

Risk & Regulatory Consulting, LLC
Representing the WV Offices of the Insurance Commissioner

Yamie Taylor, CFE,PIR ~

Chief Financial Examiner

Company Analysis and Examination Division
Financial Conditions

WYV Offices of the Insurance Commissioner
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